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EDITORIAL DEPARTMENT NOTE 


Numerous case studies describing punched-card applications for specific 
purposes have appeared in the N.A.C.A. Bulletin. Usually these have 
described the installed and smoothly working system and have dealt only 
secondarily with the problems involved in installation. Yet the most dif- 
ficult part of punched-card accounting is often that concerned with the 
planning and installation. The article by Troy A. Chapin, Jr., in this issue 
of the Bulletin will prove of considerable value for anyone planning or 
engaged in the installation of tabulating methods and provide a convenient 
future reference source for those engaged in this work. 

Troy A. Chapin, Jr., author of this article, was graduated from Illinois 
College in 1932, after which he obtained his Master’s degree in Business 
Administration from Northwestern University in 1934. rior to joinin 
The Celotex Corporation in 1937, he was engaged in public accounting wi 
David Himmelblau & Co. and as Cost Accountant with the U. S. Gypsum 
Co., both of Chicago. Mr. Chapin is now Chief Cost Accountant for The 
Celotex Corporation and an active member of the Chicago Chapter. 

With the growing recognition which internal auditing has received in 
recent years has come some discussion of its functions and its place in the 
modern industrial organization. In the second article in this issue D. M. 
Sheehan, Comptroller of the Monsanto Chemical Co., presents a well- 
rounded discussion of this subject. 

Following his graduation from the School of Business of Washington 
University in 1925, Mr. Sheehan joined the St. Louis staff of Haskins & 
Sells.. He was serving as Manager of the St. Louis Office of that firm when 
eleven years later in 1936 he joined the Monsanto Chemical Co. as Comp- 
troller. Mr. Sheehan is a C. P. A. of Missouri and Tennessee and is a 
member of the American Institute of Accountants and the Controllers 
Institute. A Past President of both the St. Louis C. P. A.s and Controllers, 
he is presently serving as a National Director of the Controllers Institute. 
Mr. Sheehan has been a frequent contributor to chemical and other maga- 
zines on accounting and financial subjects. 





Article published in the Bulletin present many different viewpoints. 
In publishing them the Association is not sponsoring the view expressed, 
but is endeavoring to provide for its members material which will be help- 
ful and stimulating. Constructive comments are welcomed and will be pub- 
lished in the Forum Section of the Bulletin. 
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SOME PROBLEMS OF INSTALLING A 
PUNCHED-CARD SYSTEM 


By Troy A. Chapin, Jr., Chief Cost Accountant, 
The Celotex Corporation, Chicago, Ill. 


d ce purpose of this article is neither to advocate nor to dis- 

courage the adoption of punched-card accounting systems. But 
the fact remains that an ever-increasing number of companies 
have installed such procedures in a large or small part for account- 
ing and statistical record keeping and have found them satisfac- 
tory. However, the transition period from manual to punched- 
card or tabulating methods involves many problems, often consid- 
erable confusion, and sometimes fatal or almost fatal discourage- 
ment, much of which could be avoided. It is our earnest hope 
that a discussion of our problems and how they were or could have 
been solved will be productive of some helpful suggestions and 
ideas to those companies who in the future will install punched- 
card systems. 

When dealing with the problems of any subject it is obviously 
necessary to concentrate on unfavorable factors and situations. 
From the discussion of these difficulties neither the conclusion nor 
the implication should be drawn, however, that all is trouble or 
that the ultimate success of punched-card installations will be 
impaired. It may well be that some of the installations which 
initially present the greatest problems finally may emerge as the 
most highly successful. The present satisfactory performance 
of our own tabulating system is in no way dimmed by the try- 
ing circumstances incident to its installation. Another factor 
worthy of mention at this point is that none of the problems dis- 
cussed herein was caused in any part by mechanical or electrical 
failure of tabulating machines or equipment. 

Strict adherence to subject does not permit a discussion of the 
details of punched-card methods in general nor their-.specific 
application to our business. Neither does it allow an elucidation 
of the relative advantages of punched cards as compared to other 
methods. Considerable literature, including past N. A. C. A. 
Bulletins, is available on the technique of punched cards as well 
as on various case study installations, 
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Background for Punched Cards 


To appreciate fully our experience in- the installation of a 
punched-card system a little background is helpful. Within a 
period of five years our business had grown from one principal 
line of products, insulation and acoustical cane board, produced 
at one plant to four major product lines, insulation and acoustical 
cane board, asphalt roofing, gypsum products, and rock wool, 
shipped from eighteen plants. Punched-cards had been used by 
our insulation board mill at New Orleans for mill payroll, pro- 
duction, shipments, inventories, and costs for quite a number of 
years with good results. But in the general office in Chicago, aside 
from an accounts receivable posting machine, our system was 
principally one of manual accounting except for a limited sales 
analysis and a few expense distributions handled by a tabulating 
service company. A decision was made in the late summer of 
1940 to install a punched-card system for most major records 
in the general office, effective the following November, the first 
month of our fiscal year. 


During a period of rapid expansion there is usually intense 
activity, and there are innumerable problems to solve. When a 
radical change in system is injected into such a situation, the 
regular personnel is often unable to give it undivided attention, 
however desirable this may be. Recognizing this and our own 
very limited punched-card knowledge and experience, we engaged 
a firm of independent accountants to manage the installation and at 
the same time to make revisions in our accounting: system in 
general. 


From the very start of planning for punched-cards we were 
at a disadvantage. Time was short; there were only a few months 
to do a tremendous amount of preparatory work. Many im- 
portant decisions had to be made quickly to keep the whole plan 
from bogging down. Some steps were postponed in favor of 
more immediately pressing matters with the feei.ag that we could 
take care of them later. New personnel was hired for manager 
and staff of the tabulating machine room, personnel unfamiliar 
with our business. All of us were so busy making preparations 
that practically no time was available for making test runs or 
perfecting refinements. The first month was upon us before we 
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realized it, and while we all recognized that there was still much 
to be done, we did have the essential elements more or less com- 
pleted and did not want to turn back. There was one reassuring 
factor; November usually was a low volume month for building 
materials, as were also December and January. We counted on 
the extra time afforded by a reduced sales volume, But this No- 
vember was different; increased activity stimulated by the war 
in Europe made November 1940, the biggest one in the history 
of the company, and December and January continued to break 
records. 

In looking back we can see that many of the troubles could have 
been avoided or lessened in degree. We are of the firm belief 
that with a little more time many of the problems could have been 
solved more completely before the first month of operation. But 
we also feel that we did a big job in a very short time, perhaps 
even setting a speed record, and are somewhat proud of the 
accomplishment. We were successful in making the installation 
where more timid souls might have waited for an ideal time to 
do things, a time which rarely ever comes. Hindsight again tells 
us that the system was installed none too soon. For it is ques- 
tionable if a later date would have been more favorable, and it 
is extremely doubtful if our old system could have operated 
efficiently during the past few years of wartime business. 


Preparing for Punched Cards 


There are many advantages in taking the preparatory steps even 
before a definite decision has been made to install a punched-card 
system. For after all, punchéd cards are not a panacea for all 
accounting ills nor do they automatically provide, by simply press- 
ing a button, answers to all questions asked by management 
regarding recorded operations of the business. They are merely 
a tool, a very useful tool, but nothing more. How wisely and 
successfully this tool is used depends largely on how well it is 
understood, what it can do, and what its limitations are. Such 
understanding can be gained by reading available literature on 
punched cards, by studying installations in other companies, by 
discussion with representatives of tabulating machine companies, 
and by taking short courses in the companies’ schools. It is par- 
ticularly important that at least a few key accounting department 
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personnel avail themselves of such opportunities, for they will 
then be in a position to visualize better how punched-cards could 
be applied to their business advantageously, if at all, and further 
to work out the broad outlines as well as many of the details of 
the installation. By following this procedure the company could 
have a pretty complete idea of what punched cards could do for 
it before an order for equipment is placed. 

As a matter of fact, at least one company, and probably more, 
even went so far as to work out plans for practically the whole 
installation with very little outside help and then presented them 
together with a proposed list of equipment to a tabulating machine 
representative for review. This company had sold itself the hard 
way, which, incidentally, is a very good way in many respects, 
by fitting punched-card procedures to its particular needs in its 
own way. The fundamental soundness of such an approach de- 
serves thoughtful consideration. 


The Tabulating Committee 


Any major punched-card installation is a big undertaking. The 
amount of preparatory work before the system actually starts 
operating is often much larger than is generally conceded, and 
this job must be done carefully and thoroughly. It is preferable 
to err on the side of overestimating the magnitude of the task 
rather than underestimating it. 

Who is to do all of this work? In the first place a competent 
assistant of the principal accounting officer, who himself rarely 
can devote sufficient time to the installation, should be on the job. 
He should be fully conversant with all accounting matters of the 
company and should have a deep appreciation of the information 
requirements of good management. Furthermore he should be 
familiar, or acquire a familiarity, with punched-card methods so 
that, if need be, he could pretty well plan the complete installa- 
tion himself. Since supervising the installation will require most 
of his time, provision should be made to relieve him of as many 
of his regular duties as possible and to give him an assistant or 
two if necessary. 

Another individual in supervising the installation is the repre- 
sentative of the tabulating machine company. His principal 
function is that of technical advisor in guiding the plans to make 
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the most efficient use of the machines and equipment and yet keep 
within their practical limits. In this capacity he can be of con- 
siderable aid in designing cards to accommodate the information 
desired by the company and assist in planning the tabulating 
machine room procedure for punching, verifying, sorting, sum- 
marizing, and running reports. While he often can make valuable 
suggestions on the importance of keeping various data and the 
advantages of following certain accounting procedures, he cannot, 
in fairness, be expected to solve all of the company’s accounting 
problems or to pass final judgment on the nature and adequacy 
of the information required to manage the business properly. 


The third member of what might be called the tabulating com- 
mittee is the man to be manager of the tabulating department, who 
must not only have a complete knowledge of the technical aspects 
of tabulating machine operations but also should have an under- 
standing of the business and of the accounting system. 


Temporary Committee Members 


In addition to these three as permanent committee members, 
there will be temporary members from time to time to aid in work- 
ing out the details of specific phases of the installation. For 
example, the chief voucher clerk will work with the committee 
when accounts payable are being discussed, the paymaster in 
regard to payroll, and the chief cost accountant on costs. Such 
an arrangement not only insures directed cooperative effort, but 
also makes for a better understanding by the key personnel who 
will be charged with the responsibility of operating the new system. 
The exact membership of a tabulating committee will vary, de- 
pending on the size and nature of the business and the type of 
installation, but its general organization and function will remain 
the same. 


In large installations it may be advisable to consider soliciting 
outside aid from a competent independent accountant or a.systems 
company. This may be especially desirable if substantial changes 
in the accounting system are to be made, since in such cases the 
critical view of an experienced outsider is frequently most bene- 
ficial. He would, of course, be a permanent member of the tabu- 
lating committee, probably in a senior capacity. 

103 





a ere ree —- 


| 
| 


iia nitrile ane nes eae ecm ee ee —— 
‘ - a 


N. A.C. A. Bulletin : October 1, 1945 





Personnel Training 


Tabulating department personnel may be selected from pres- 
ent personnel, including those whose manual jobs will be elimi- 
nated with the advent of punched cards, they may be hired from 
the outside, or be a combination of both. If present personnel 
is to be used, it is imperative that these employees receive 
complete training at the earliest possible moment. This training 
is made available in schools operated by the tabulating machine 
companies and possibly elsewhere. In regard to hired personnel 
who have already had tabulating schooling or experience, the 
training job is to familiarize the new employees with the busi- 
ness, its accounting system, products, and other pertinent informa- 
tion. Such training cannot be done overnight and should, there- 
fore, be planned well in advance. 

The section or subdepartment heads within the accounting de- 
partment can often obtain a sufficient knowledge of their jobs 
under punched-card procedures by working with the tabulating 
committee on their respective phases of the installation. 


Scope of Application 

One of the first problems to be solved in the installation of a 
punched-card system is the determination of its scope, that is, how 
many of the activities are to be recorded by such a procedure. We 
finally decided to include the following : 


1. Sales 
2. Cost of sales 
3. Accounts payable 
4. Payroll and sales commissions 
5. Cash 

6. Journal entries 

7. Subsidiary ledgers 

For each one of the applications selected it must be decided 
how much detail is to be punched to satisfy requirements and yet 
not exceed the space limits of the card. The importance of this 
cannot be overemphasized since many of the decisions made at this 
time will have a definite bearing on how well the system operates, 
the sufficiency of the information obtained, and the time element 
in getting the information. In addition, while each individual 
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application must be studied as a separate unit, it must also be 
integrated with all of the others to permit the maximum use of 
punched cards. For example, accounts payable, payroll, and sales 
commissions must tie in with cash disbursed; sales quantities by 
products should serve as a check on cost of sales quantities or be 
used to calculate cost of sales; sales amounts can be used to 
compute sales commissions automatically. Thus it can be seen 
that the scope of the application is often vastly influenced by the 
dual or triple use of data. A careful study of this situation may 
lead to a more complete installation than originally contemplated 
in order to obtain the maximum use of all punched-card records. 
Even though immediate extension of a limited application may 
not be considered advisable, it is still very important that all inter- 
related activities be surveyed and their systems revised to the 
extent necessary to permit proper coordination with the punched- 
card records. Then at a later date if a decision is made to include 
these additional activities, the transition can be accomplished with 
a minimum of confusion. 

In determining the scope of application of punched cards a 
certain amount of restraint should be exercised. While it may 
be accepted as true that anything involving records can be done 
on punched cards, it is also true that all accounting activities are 
not equally adaptable to such methods. For example, if certain 
data are to be used only once in one form and are not usefully 
related to other data, there is a serious question as to the ad- 
vantage of punching cards and listing on a tabulating machine, 
since such a job usually can be done manually in less time. Care- 
ful advance planning and the knowledge of the tabulating machine 
company’s representative will generally exclude any relatively un- 
adaptable records. In addition, the specific needs of the company 
should be considered. Generally, each organization has some good 
procedures currently in use as well as relatively weak ones. Logic 
would dictate that the latter be given first consideration, for here 
may lie the opportunity for greatest improvement. It might be 
a costly mistake of overenthusiasm to toss aside recklessly all 
that is old merely for the sake of a false feeling of being con- 
sistent by adopting punched cards for everything. In our case 
certain existing procedures were operating with reasonable ef- 
ficiency, and the advantages of switching them over to punched 
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cards at that time were not as apparent as in other phases of 
our accounting. But the decision to exclude any part of the ac- 
counting records should be made in the same careful manner as in 
selecting others. This is no time for snap judgments or hastily 
arrived at conclusions. 


Improvement of Accounting System 


A drastic change in accounting methods offers a golden op- 
portunity for improvement of the system in general. While 
limited improvements can be made from time to time without a 
revision of basic methods, it takes a revolutionary change, such as 
from manual to punched-card procedures, really to cléan house 
accounting wise. 


It is true that punched-card procedures usually can be adapted 


to present systems, but to have done so in our case would have - 


been a tragic mistake. The rapid growth of business and expan- 
sion of product lines and manufacturing facilities called attention 
to the inadequacies of our accounting system. In addition to the 
known shortcomings, others were discovered when the unalterable 
logic of punched-card methods brought out in clear relief violation 
of accounting principles, burdensome procedures, and the large 
number of exceptions to the general rule which had crept into 
the system over a period of years. 


We took full advantage of the opportunity to effect improve- 
ments. The chart of accounts was revised and enlarged with 
completely new account numbers, new product codes were set up, 
the sales commission schedule was reworked to reduce the num- 
ber»of different rates and commission splits between salesmen, 
gratis shipments and products transferred to warehouses were 
divorced from invoicing of sales by setting up transfer invoices, 


and freight expense was accurately allocated to products and — 


automatically accrued, to mention only a few. But all of these 
and others required a lot of time and work, much more than 
originally had been contemplated. 

That improvements in the accounting system will be made 
simultaneously with the installation of punched cards must be 
recognized and given due consideration in setting up a time sched- 
ule. 
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Codes and Account Numbers 


One problem deserving of the greatest attention is the establish- 
ment of a sound and flexible system of numeric or alphabetic codes 
or both. The job is a big one to say the least. For sales alone 
codes must be assigned in large installations for such items as 
products, salesmen, sales branches, transactions, commission 
classes, sales outlets, and, under some systems, for customers. 
Accounts payable also require numerous codes as do other major 
phases of the business. A carefully worked out list of codes will 
do much to assure an efficient system by reducing the sorting and 
other card processing operations to a minimum as well as to permit 
a close integration with the chart of accounts. Needless to say, 
all codes and account numbers should be prepared well in advance 
and thoroughly checked. 


In setting up codes and assigning their positions on cards, real 
thought should be given to flexibility and possible expansion. It 
would not be amiss to save a few numbers or card spaces, if 
possible, to take care of additional information which may be 
required in the future. 


Planning and Testing 


Punched-card accounting is primarily a machine operation and 
as such is directly comparable to mass production manufacturing. 
In manufacturing, before a new article is put into production, 
plant layout, material specifications, labor crews, and properly 
trained inspectors must be planned and provided for. Even so, re- 
gardless of how careful the planning has been, there is no substi- 
tute for actual production. Thus trial runs are often made. Weak- 
nesses are thereby discovered and corrective measures taken. 


If these same tactics were applied to the installation of puncned- 
card accounting, much of the confusion, delay, and loss of time 
could be eliminated. After the plans for one phase of the installa- 
tion have been completed, with the cards and forms designed, a 
test run should be made using actual transactions from a past 
period and carried through from source records into analyses, 
summaries, and general ledger postings. For example, sales cards 
can be used for many purposes, such as calculation of commis- 
sions and running of salesmen’s commissions statements, in addi- 
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tion to various sales analyses by product, customer, sales branch, 
etc. A test run should be made from actual invoices for some rep- 
resentative past period without omitting a single listing, tabulation, 
or summary report. 

Such a procedure demands that every operation be properly 
set up, such as order of sorting, proving accuracy of cards before 
summary punching, and providing wiring charts for control boards. 
It often points out simplification of machine room work by call- 
ing attention to routines which are not set up in proper sequence 
and therefore result in errors or duplication of effort. But vastly 
more important, it proves what the results will be in actual 
operation compared with the planned results. As our punched- 
card system was originally conceived, the basic sales, freight, cost, 
and commission cards were planned to serve only for the accumu- 
lation of detailed data to be summarized into summary cards, and 
these summary cards would then give us all of the required in- 
formation for sales analyses by quantities, products, salesmen, 
sales branches, customers, gross margins, and royalties. Thus, 
from just a few cards which could be easily and quickly sorted and 
run off on statements it was expected to get all pertinent sales 
information. Experience revealed, however, that summary punch- 
ing difficulties required the elimination of certain essential parts of 
the data which together with incomplete coding on the summary 
card reduced its value down to the point where only a fraction 


of this information could be obtained. Forunately, this was dis- 


covered before too much time had been lost. 

Our experience has indicated that making a punched-card 
installation should be about 90 per cent planning and testing and 10 
per cent actual changeover. If plans are slighted or unduly rushed, 
the additional time spent on conversion may increase in geometrical 
proportion and thereby substantially change these ratios to the 
detriment of a speedy transition. An additional day of planning 


and testing, on the other hand, may well save four or five days 


later on. 

In addition to the tangible advantages of proving plans by test 
runs, there are important psychological factors as well. When 
reduced to its elements, punched-card tabulating is neither mys- 
terious nor complicated ; it is really quite simple and as logical as 
two plus two. But when viewed in total its workings are often 
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not completely understood by those unfamiliar with it, and since 
the human animal is inclined to be suspicious of things not under- 
stood, a feeling of skepticism may develop into a stubborn “show 
me” attitude. The best way to overcome such doubts is to do 
just that—“show them,” by proving one’s own punched card 
system by test runs. For when it is proved that the system will 
work, suspicions give ‘way to acceptance and enthusiasm, In this 
atmosphere immeasurably more can be accomplished. 


Proof Controls 


Shortly before our new punched-card system was put into 
operation, I explained some of ‘our preliminary difficulties to a 
public accountant acquaintance of mine and voiced my concern 
over how well the system would work out during the first few 
months. He represented himself to be a man of considerable 
experience in the installation of industrial accounting and punched- 
card procedures and, therefore, somewhat allayed my fears by his 
remark, “Why, there’s nothing to it. All you do is put the cards 
into the machine and bing, bing, bing, out comes the answer and 
it’s right.” My regard for his judgment was not increased when 
a few weeks later our general ledger trial balance was almost hope- 
lessly out of balance, nothing seemed to tie in with anything else, 
and we hardly knew which way to turn first. 

And yet there was some truth to his statement, and his words 
would have been those of vision if he had added, “provided proper 
proof controls are established to verify accuracy of the cards.” 
For correct cards properly sorted and run on accurately wired 
machines will give answers that are right. Proving of cards 
punched by days or lots and checking totals of interim monthly 
listings and tabulations are of the utmost importance; in fact, 
they are an utter necessity if correct monthly totals are to be ex- 
pected promptly. But when there are basic errors buried in a 
whole month’s transactions, it is a long, tiresome, and arduous 
job to track them down, correct the errors, and have corrected 
reports run. It may well consume most of the time and energy 
of a large part of the accounting department personnel at the 
sacrifice of their regular duties to re-establish order and to keep, 
the work from falling too far behind. 

Daily controls are necessary for many transactions including, for 
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example, cash and accounts payable. Regarding the latter, a defect 
in our original procedure lay in the fact that no daily record 
- of vouchers by register number, date, vendor, and amount was 
provided for vouchers sent into the machine room by the voucher 
clerk. An unpaid voucher lost in the machine room was practically 
impossible to identify completely since it would show up only as 
a missing register number in the numerical sequence listing. This 
bad situation was saved by the foresight and caution of the voucher 
clerk who, on his own initiative, had been maintaining just such 
information as a memorandum record. Needless to say, it was 
officially adopted as a basic source record. 

As a check on sales cards, a self-balance procedure was devised 
to prove sales, allowances, freight, and miscellaneous charges 
and credits from invoices against register cards containing the 
total amount of each invoice. Rather than a daily proof for 
sales, we accumulated sales invoices into twelve or fifteen lots a 
month and separately proved each lot. 

Another method of insuring accuracy is through the use of a 
punched-hole verifier on each key-punched card. This is particu- 
larly important for reducing errors in code numbers for salesmen, 
sales branches, expense distributions, and other information of a 
nature difficult or impossible to prove by arithmetical checks. 

In addition to currently proving punched data during the month 
it is, of course, necessary to establish practical and simple means 
for verifying monthly totals. Sales dollars, for example, should 
be reconciled with accounts receivable charges and sales quan- 
tities, and product distributions can be proved by comparing with 
total monthly quantities of each product shipped as recorded 
on shipping registers by the shipping department or outlying 
mills 


Most of the necessary checks and balances can and should be 
planned in advance, and, if carefully and thoroughly worked out, 
will pay for themselves many times over. The plant auditor at 
our New Orleans mill who has been using punched cards for 
years declared that he never uses them for recording any trans- 
actions unless he has some means of checking the result. One 
of his largest applications is the mill payroll involving the use of a 
machine multiplier in extending hours worked by various rates 
of pay. The grand total payroll amount calculated by individual 
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employees is proved by summarizing the cards for all employees 
by total hours for each rate and then extending these by comptom- 
eter. It is indeed hazardous to attempt to get final summaries 
and recapitulations from improperly checked source cards and 
will inevitably lead to unnecessary trouble and discouragement. 


Manual of Procedure 


When plans have progressed beyond the purely tentative stage 
but before actual operations start, a manual of procedure should 
be set up. This manual should consist of all pertinent data rela- 
tive to the punched-card system. It should contain originals or 
reproductions of source records, such as sales invoices, vouchers, 
and payrolls from which cards are originally punched; samples 
of all cards showing what columns are pre-punched, key punched, 
gang punched, summary punched, and reproduced from other 
cards; and specimen copies of all tabulated forms and reports 
identified with the cards used to run them. To obtain best results 
they should be fully illustrated with actual figures from represen- 
tative transactions appearing on the various papers or punched 
in the cards. The manual should further give detailed instructions 
on tabulating machine room operations including coding, punch- 
ing, verifying, sorting, wiring of boards (with illustrations), set- 
ting major and minor controls on the tabulating machines, order 
of running reports, filing of cards, and other related matters. An 
integral part of the machine room operations is a description of 
proof controls at various stages of card processing in order to 
catch errors at the earliest possible moment. 

Such manuals are invaluable in educating and training personnel, 
beneficial to both those who read as well as those who write the 
procedures. Furthermore, the act of writing often calls attention 
to otherwise overlooked details and often is suggestive of im- 
provements. These advantages, of course, are aside from the 
principal purpose of instructing personnel on what they are to do, 
when and how. There is little time for instituting such -instruc- 
tion once the system starts to function, for then all of the energies 
of supervising personnel will be required to see that operations 
are proceeding according to plan. 

Our punched-card installation would have been considerably 
simplified had circumstances permitted carrying a manual of pro- 
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cedure to final conclusion. But we were working so fast in getting 
things done that we were fortunate in hitting as many of the 
high spots as we did. On those matters not covered in- writing we 
found that even the best verbal instructions were frequéntly mis- 
understood, resulting in improper processing of cards and run- 
ning of erroneous reports. 


Complete Installation vs. Progressive Installation 

In a major punched-card installation involving many activities 
cf the business, the question may be raised as to whether it is 
‘yetter to do it all at once or to take it a step at a time, that is, cover 
one activity first and then put another into effect as soon as the 
initial application is working with relative smoothness. There is 
no stock answer to this question since much depends on circum- 
stances in each case. If the new installation has been carefully 
planned and if adequate test runs have been successful, there are 
advantages in making a clean break from the old system. One 
is the maintenance of a uniform system for each fiscal year; an- 
other is the close interrlation of various records such as cash and 
accounts payable, accounts payable and distribution of expendi- 
tures, payroll accrual and payroll distribution. In other words, if 
certain data on punched cards represent a debit entry, it may be 
helpful to have the offsetting credit entry on punched cards also. 


However, when faced with lack of time, new personnel in the 
tabulating machine room, or other equally unfavorable conditions, 
it may be wise to meet a practical situation in a practical manner 
by taking what appears to be the long way around and doing 
one thing at a time. This holds true even though original plans 
may have envisaged the complete inauguration of the new system 
at the first of a new year. It is not difficult to visualize the dis- 
couragement resulting from several of the principal records being 
in a mixup at the same time. 


In following the progressive approach the largest single installa- 
tion, often sales or costs, should be tackled first and given un- 
divided attention until the “kinks” are worked out. Then the next 
largest application can be started, and a few months later another 
phase of the business can be switched over until the transition is 
complete. In the meantime, the old system with perhaps some 
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modifications ‘will be continued on all activities not yet changed 
over to punched cards. 

All of the activities covered by our installation were originally 
contemplated to start at the same time, but due to unforeseen 
difficulties only sales, sales commissions, journal entries, and sub- 
sidiary ledger actually went into full operation at the first of the 
year. Accounts payable and most cash transactions followed a 
month later and payroll three months after accounts payable. 
Results proved that even a wider spacing would have permitted 
a smoother transition. Standard cost of sales was to have been 
instituted along with sales, but as soon as it was discovered that 
sales were coming through in an unsatisfactory manner we con- 
cluded that our predicament only would be aggravated by intro- 
ducing costs to be calculated from often erroneous sales quantities. 

It is generally conceded by qualified and unbiased representa- 
tives of tabulating machine companies that it is not unusual for 
a large complicated installation to require six months to a year 
before genuinely satisfactory results can be expected. Thus when 
faced with the problem of total versus progressive installation, it 
might be helpful to think in terms of which approach will best 
accomplishment the final objectives by the end of the first year. 

While there are many advantages to a progressive installation, 
there is also the inherent weakness of procrastination. The process 
of conversion should not be permitted to slow down to such an 
extent that momentum is lost. For if this does happen all sorts 
of excuses will appear for retarding or not completing the hae 
and these might prove difficult to overcome. 


Temporary Continuation of Old System 

Doubts as to how satisfactorily a new punched-card installation 
will operate during the first few months often prompt one to 
considers the advisability of continuing certain parts of the old 
records to prevent an interruption of basic information in case 
unforeseen difficulties develop in the new procedure. The dis- 
advantages are obvious; duplicate work is involved; the same 
basic source data, such as sales invoices and vouchers, may be 
needed at the same time by different personnel ; changes in methods 
incident to the punched-card application may not be adaptable 
to the old system without extreme hardship; and personnel main- 
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taining old type records might be infinitely more valuable to the 
success of the new undertaking by concentrating their energies 
on it. The real answer to the question depends in large part on 
the degree of planning and testing of the new system. Adequate 
test runs proving that the new system will operate successfully 
should eliminate most of the doubts by instilling greater immediate 
confidence in punched cards and thereby reducing the tendency 
to lean on the old records. Should the test runs not have been 
conclusive, there is more reason to duplicate the work by continu- 
ing the old system for the first month or two, but under such 
conditions there may be a question as to whether the conversion 
should be made at that time or delayed until plans have been 
more completely worked out. In any event, if continued at all, 
the old records should be discarded as rapidly as possible. Such 
action will probably be accelerated in some cases where the old 
records may be found to be much less accurate than the ones 
from punched cards so that their continuation may be more of a 
hindrance than a help. 

We maintained only one old record, our sales register, and this 
only for one month. Had there been sufficient time to solve some 


of the preliminary difficulties in our sales installation even this — 
would not have been necessary. Under the circumstances it was 
of considerable aid in revealing errors in coding and punching 
on our first sales tabulation without resorting to the slower process 
of leafing through individual invoices. 


Improvement Through Experience 


Regardless of how careful has been the job of designing and 
preparing for the new-punched card system, perfection or near- 
perfection cannot be attained immediately nor can everything be 
foreseen on the planning board. There is no substitute for actual 
experience. Almost from the first day of our punched-card 
operations, ideas for improvement of the originally designed sys- 
tem began to appear. Some were made almost immediately as 
in the case of the fly leaf on sales invoices for coding and freight 
distribution purposes. At first it was felt that with pre-punched 
product and customer cards the remaining limited coding of 
invoices and distribution of freight by products could be done on 
the face of the invoices themselves but so many key punching 
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errors resulted and speed of handling was so restricted that a 
printed form was attached to the right side of the invoice as a 
fly leaf and later incorporated in the accounting copy of the 
invoice form. 


Another significant improvement was the redesigning of our 
sales card to provide spaces for freight expense which originally 
was put on a separate card. This was perhaps the most significant 
and time saving of all accomplishments. It reduced by 50 per 
cent the number of cards for recording sales and freight and 
thereby cut in half all punching, sorting, and tabulating operations. 
Later on the number of sales cards was further reduced by the 
elimination of punching sizes for certain products when the 
practical need for these statistical data was found not to be worth 
the time required to get it. 


These and countless other improvements effected during the 
first year placed our new system on a smooth operating basis so 
that it became our servant rather than maintaining the assumed 
role of master. Thus it can be seen that the job cannot be said to 
be complete when the system is first installed if maximum results 
are to be expected. On the contrary, continued efforts should 
be made for improvements and refinement if real progress is to 
be achieved. As a part of this program, the development of new 
machines put on the market should be carefully investigated to 
see if they open new avenues of punched-card application. 


Conclusion 


When punched cards are installed it is usually. with the idea 
of getting more information more quickly and with a higher degree 
of accuracy. The attainment of this objective requires broad 
knowledge as to what is wanted and an understanding of how it 
can be accomplished best. A logical approach to the problems of 
making a successful installation will direct most attention to the 
necessity for careful and thorough planning. By so doing satis- 
factory results will be forthcoming more rapidly, and the benefits 
of the new system will be more quickly realized. In my opinion, 
there is no good reason, aside from uncontrollable circumstances, 
why the transition to a well-designed, carefully-tested system with 
proper proof controls cannot be made with considerable smooth- 
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ness by adequately trained personnel simply by following a few 
easy rules and doing some honest work. 

Purely aside from the tangible advantages of properly installed 
punched-card procedures, there is a justifiable deep-down satis- 
faction in a job well done and a feeling of accomplishment in 
seeing the plans blossom into realization. It is a genuine pleasure 
to watch the machines click out reports with almost miraculous 
ease and dispatch. This is a real compensation for the time and 
hard work spent in solving some of the knotty problems. The suc- 
cess or failure of an installation is not primarly dependent upon 
the mechanics of the cards nor upon the machines required to 
process them but is directly attributable to the individual. Punched- 
card installations can be accomplished in as highly a successful 
manner as the human equation measures up to the mechanical ex- 
cellence of this very useful accounting tool. 


THE PLACE OF INTERNAL AUDITING 


By D. M. Sheehan, Comptroller, 
Monsanto Chemical Co., St. Louis, Mo. 


T® RE ‘was a time when accounting consisted of mere book- 

keeping or the recording of receipts and disbursements and a 
few entries covering the more important transactions of a business. 
Very few, if any, reports were rendered by the bookkeeper. The 
real accounting work or the presentation and interpretation of 
financial data was left for a company’s independent public account- 
ants to perform in connection with their annual audit of accounts. 
They had to set up accruals, record liabilities, provide the reserve 
for depreciation, calculate and record provision for income taxes 
and do other work which undoubtedly should have been performed 
by the company’s own accounting department. 

It is only natural that this method of accounting should not be 
satisfactory to modern management. Financial reports are of value 
only if presented frequently and promptly. The purpose of the 
independent public accountants’ annual report is to verify the state- 
ments prepared by the company’s own accounting department and 
is of no use to the management in controlling operations. Methods 
and procedures have been devised to supply complete accounting 
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information to management currently without waiting for the in- 
dependent public accountants’ report. Even with this improvement, 
the independent public accountant was still relied upon to uncover 
errors of omission and commission, criticize the accounting pro- 
cedures, and to make a rather detailed audit of a company’s records. 


Responsibility of Management 

While the independent public accountant performed these func- 
tions well, from an internal standpoint this practice was still un- 
satisfactory. With the growth in importance of accounting, the 
controller or chief accounting officer recognized more and more 
his own responsibility for seeing that true and accurate records 
of the company were maintained and that adequate accounting pro- 
cedures were installed. Management and the public generally 
recognized the responsibilities of the controller or accounting of- 
ficer and rightly held him answerable for the accuracy and com- 
pleteness of the financial information rather than the independent 
public accountant. 

The Securities and Exchange Commission brought this point out 
very well in its pronouncement in the Interstate Hosiery Mills case. 
The Commission stated: “The fundamental and primary respon- 
sibility for the information filed with the Commission and disemi- 
nated among investors rests upon management. Management does 
not discharge its obligations in this respect by the employment of 
independent public accountants, however respectable. Accountants’ 
certificates are required not as a substitute for management’s ac- 
counting of its stewardship, but as a check upon that accounting.” 

The modern controller recognizes this responsibility, and in every 
well-organized company he has taken the necessary steps to insure 
that his responsibility is discharged. Two of the tools he has avail- 
able for accomplishing this are internal control and internal audit- 
ing. I mention these two separately because, while they go hand 
in hand, they are two separate functions. 


Internal Control 

Internal control means the establishment of methods and pro- 
cedures for insuring the complete and accurate recording of all 
transactions through a segregation of duties to insure a check by 
one individual or department on the work of another. For in- 
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stance, duties should be so segregated that any individual having 
access to cash or cash records should have nothing to do with the 
recording of entries in the general accounting records or with the 
keeping of accounts receivable. Similarly, the individual having 
the authority to write off customer’s accounts should have no ac- 
cess to any of the cash records of the company. The work of recon- 
ciling bank accounts should be performed by individuals other than 
those who are authorized to sign checks. Another means of in- 
ternal control is the establishing of accounts in the general ledger 
to control the subsidiary records of various sections of the ac- 
counting department, such as accounts receivable, accounts pay- 
able, payroll, and plant accounting. Through the medium of these 
control accounts, the records of the various departments must dove- 
tail with the general records and be in balance with them. There 
are many other types of internal control, but the few examples 
which I have mentioned are sufficient for illustration. 


Internal Auditing 


Internal control should not be confused with internal auditing. 
The internal auditing function is the check on internal control, and 
thus neither can be successful without the other. There are certain 
types of accounting transactions which must be performed more or 
less by one individual and which are not subject to internal control. 
Internal auditing insures a check under these conditions. In short, 
internal auditing may be defined as a means of controlling and 
obtaining uniformity in widespread accounting systems, maintain- 
ing and improving systems of internal control, and verifying the 
accuracy of accounting transactions. 


Internal Auditing in Relation to Multi-Unit Companies 


In those cases where companies have accounting work performed 
at various locations throughout the country, there is the ever- 
present danger of divergence from established accounting pro- 
cedures. Due to local conditions and situations, different individuals 
are prone to establish their own methods according to their own 
ideas. These, in many cases, may be at variance with the company’s 
accoufting policies. While it is not desirable to stifle individual 
initiative, it is essential that a uniform accounting policy be man- 
tained, and this is accomplished through the use of internal audit- 
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ing. Furthermore, the internal auditors, by reason of their inti- 
mate knowledge of the over-all company operations and the 
problems of the individual locations, are well qualified to offer 
suggestions which should enable the local accountants to solve their 
individual problems and still adhere to company accounting policies. 

The need for internal auditing is greater in large than in small 
organizations. It is of greater necessity in the case of a company 
having operations conducted at more than one location. More in- 
ternal auditing is required in instances where there is decentraliza- 
tion of accounting records. For example, where the general ac- 
counting and underlying records are located at one office, a close 
control can be exercised on all accounting transactions. With such 
records being kept at several locations, a similar control can only 
be maintained by an internal auditing force. Even in the case of 
smaller companies where a full time internal auditing staff is not 
justified, an employee could be assigned to do this work on a part- 
time basis. 


Internal Auditing and the Operation of the Accounting System 


The use of an internal auditing force is in no way a reflection 
upon the integrity or capability of department heads, or of other 
representatives of management located at distant points. A great 
many people in a large organization, not being familiar with ac- 
counting, do not appreciate the significance or the value of internal 
accounting control. An internal auditing force can do much to 
secure the cooperation of these individuals by explaining the merit 
of internal control and accounting work in general. While business 
transactions must be based upon mutual confidence, it is none the 
less good business to take such steps as may be necessary to safe- 
guard the assets of the company and to assure proper functioning 
of the system of internal accounting control which has been estab- 
lished. An effective internal auditing staff should provide informa- 
tive reports from which the controller will be enabled to control 
more effectively the operation and functioning of the accounting 


system. 
Verification of Accuracy of Records 


The duties of the internal auditing staff are varied. Its program 
may, in some cases, be limited to tests while in other instances 
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detailed checking of transactions is desirable. In the audit of cash 
receipts it should endeavor to determine that there has been proper 
handling of recorded transactions as well as establish that all such 
transactions have been recorded. The audit of disbursements com- 
prehends a careful review of the vouchers to determine that they 
are properly supported and approved. A review of the account dis- 
tribution should also be included in this work. 


In most companies, salaries and wages represent a substantial 
portion of the outlay of funds. The audit of payrolls should have 
a prominent place in an internal auditing program, and thorough 
tests should be made frequently of the payrolls at all locations. 
This might well include supervised pay-offs in addition to the 
usual checking of time cards and other payroll records. Although 
under present conditions, all well-organized companies make pro- 
vision for determining that salary stabilization regulations are ad- 
hered to, nevertheless, the internal audit staff should make reason- 
able tests to determine that such regulations have been complied 
with. 

Other work which should be included in an internal audit pro- 
gram may include the following: 

1. The complete verification of cash and securities. 

2. The verification of accounts receivable. In addition to the 
test checks of the trial balances of the individual accounts 
and other usual audit procedures, it is the policy of some 
companies to have their internal auditing staff mail re- 
quests for confirmation of receivables at intervals during 
the year. 

. Observing the taking of physical inventories, making test 
counts of quantities, and checking such counts with the 
cost and other accounting records, I might mention here 
that in our company the Board of Directors has, for the 
past several years, instructed the controller to supervise 
the taking of physical inventories four times a year. This 
year, due to the manpower shortage, this requirement has 
been reduced to twice a year. 

In companies where investment in plant property is of 

substantial amount, the internal audit program should 

include reasonable investigation of plant property ac- 
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counts. Such work should include the review of authori- 
zation for expenditures as well as usual audit procedures 
in determining that there has been proper segregation 
between capital and expense charges. 


The internal audit staff should review the system of internal ac- 
counting control in effect at the location being examined and offer 
corrective suggestions in the event they are needed. Its work 
should be such as to determine that accounting effort is being ef- 
fectively and efficiently employed. Thus it should determine that 
the accounting work is being performed in accordance with estab- 
lished policies of the company. While the staff should have no 
policy-making authority, it should make recommendations for 
improvement and refinement of any accounting policy or procedure. 


Internal Audit Program and Personnel 

Audit programs are desirable, but it is essential that internal 
auditing work not be allowed to become purely a routine operation 
or a large portion of its value will be lost. Such programs may 
indicate in detail the operations to be performed during each audit, 
or they may be so arranged as to provide for the performance of 
only certain operations upon each visit of the auditors with the 
thought that over a reasonable period of time a relatively complete 
internal audit will have been accomplished. 

The type of internal auditing organization required naturally 
depends upon the size of the business, the manner in which the 
company’s accounts are set up, and the extent tc which its oper- 
ations are decentralized. In any event, it is essential that the person 
in charge of such an organization be a high type, experienced ac- 
countant, having sound business-judgment. I believe it is gener- 
ally desirable that such a person should have public accounting 
experience in addition to his technical education. It follows that 
members of the staff also should be technically trained and have 
qualifications for advancement into more important accounting 
positions, both within the internal auditing staff and general ac- 
counting organization. The staff should be an aggressive, wide- 
awake organization, well versed in plant accounting methods so 
that they may not only understand the accounting for the various 
plant operations, but also be in a position to offer constructive sug- 
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gestions for improvements which will be of value to both the ac- 
counting and operating management. 

In order to accomplish the desired results, the head of the in- 
ternal auditing staff should be independent of the other sections 
of the accounting department and should report directly to the 
controller. 


Internal Auditing and the Controller 


With the widespread publicity which is being given to corporate 
finance, the internal auditing staff can be of valuable assistance to 
the controller in discharging his responsibility to persons outside 

_of the organization as well as to those within in determining that 
the reports prepared by the various accounting sections of the 
company are fully informative and are not misleading. 

By reason of the training and experience of its personnel, the 
internal auditing staff should be eminently well qualified to take 
special assignments of various kinds which arise from time to 
time in all organizations of any size. Being free from the routine 
of day-to-day transactions, it should be in a position to devote its 
time unrestrictedly to the completion of such work. It is import- 
ant, however, that the performance of these special assignments 
not interfere with the regular audit program. 

The internal audit staff should prepare a written report after the 
completion of each assignment, setting forth the extent of its 
work and its findings. The amount of detail which should be in- 
cluded in such reports will. depend to a great extent upon the type 
of work being performed. Such reports should also set forth any 
suggestions for improvements in the accounting system or other 
related matters. Some controllers have found it desirable to give 
a copy of the audit report to the person in charge of the unit or 
section which was examined, requesting explanations as to the 
reasons for exceptions found as well as a statement of corrective 
measures being applied. 


Effect on Annual Audits 


There is a definite relation between the work of a company’s 
internal audit staff and that of public accountants engaged to make 
the annual audit of a company’s financial statements. Because of 
the work performed by the internal auditing staff throughout the 
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year as evidenced by their written reports, public accountants may 
properly reduce the amount of detail checking which they would 
otherwise be required to perform and rely upon more limited tests 
as to the correctness of underlying records. It is obvious that close 
cooperation should exist between members of the internal auditing 
and public accounting staffs and that the latter be afforded an op- 
portunity to review the working papers prepared by the company 
staff. 

It is my opinion that the need for internal auditing will increase 
rather than decrease in the postwar period. Competitive conditions 
will require closer scrutiny of expenditures and control of oper- 
ations generally, and to this end the internal auditing staff can be 
of the greatest value. It should be an effective means of making 

‘ accounting more valuable to management and a more vital force in 
the conduct of successful business. 





OUR OPEN FORUM 











Tax Benefits of Qualified Pensions Plans 
Editor, N. A.C. A. Bulletin: 


I have read with considerable interest Norman B. Cann’s excellent article 
in the July 15, 1945, Bulletin. 

It seems to me worth drawing attention to the viewpoint expressed in the 
second section on “Tax Benefits Granted to Qualified Plans.” Very fre- 
quently we accountants, just as other technicians, can be gradually drawn 
into an acceptance of a false viewpoint by those who have an ax to grind 
through the device of getting us interested and enmeshed in technical de- 
tails. I am not suggesting that Cann is an “enmesher”; I suggest that he 
-is one of the “enmeshed.” We should be on our guard against this sort 
of thing, and Mr. Cann’s article has reached a large public. Briefly, he 
suggests that the Government is being very generous because it does not 
penalize by confiscatory taxation those companies (or their employees) who 
are sufficiently farsighted to set up funded plans to insure the Payment of 
pensions for the protection of employees past the age when they can sup- 
port themselves adequately. The clinching argument apparently is that no 
way yet has been found (or at least applied) to avoid similar confiscatory 
taxation of those companies and individuals who have been unwilling or 
unable to do the same thing or have found parallel plans unsuitable to their 
circumstances, 

It is improbable that it would be suggested from any quarter that the 
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Government should disallow as legitimate business expense the payment 
of wages to old employees who hold sinecure jobs or the payment of pen- 
sions out of current operating income to employees actually retired. Funded 
pension plans represent exactly the same type of payment, the only differ- 
ence being that the money is prudently set aside in advance. 

We as individuals and companies have our obligations to Government, 
that is, to the whole social group. This, of course, works the other way 
too. Sometimes individuals working for the Government forget this or do 
not have a sufficiently broad view of the country’s best interests. 

Again, please let met emphasize that I have not read Mr. Cann’s remarks 
as advocating that this common government attitude is right, but merely 
that he, along with a lot of the rest of us in business, has accepted what 
somebody else wants us to believe. 

Steriinc L. SmitH, 
New York Chapter. 





COST CURRENTS 


Termination Cost Memorandum No. 16—Severance Pay—Regulation 
No. 14 of the Office of Contract Settlement has been amended to include 
Termination Cost Memorandum No. 16 dealing with the allowability of 
severance pay as a cost in termination of fixed-price supply contracts. The 
amendment provides that a reasonable amount may be allowed provided 
that the contractor is required to make such payments either by statute or 
written agreement, or by an established policy under which an agreement 
is implied. It should be noted, however, that such pay must be prorated 
over the entire period of employment and consequently only a small portion 
of the amount paid may be chargeable to the termination. The official in- 
terpretations follows: 


1. A reasonable amount may be included for severance pay, provided 
the contractor is required to make payments therefore: (i) by 
statuté, (ii) by written agreement, or (iii) by the operation of an . 
established policy which constitutes an implicit agreement. 

. No amount may be included for severance pay where payment is | 
contingent upon recovery from the Government. 

3. Severance pay should ordinarily be considered as applicable to the 
entire period of employment with the contractor, determined in 
accordance with paragraph 3e, and not as directly applicable to 
any particular contract or contracts, or the terminated portion 
thereof. 

. Any method of allocating severance pay to a terminated contract, 
or the terminated portion thereof, may be used, provided the 
amount so allocated is reasonable and the method is consistent 
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with the principles set forth in this memorandum. It will usually 
be acceptable to allocate severance pay to terminated contracts by 
applying a rate based on the relation of the total severance pay- 
ments of the contractor during the period indicated in paragraph 
3e to any suitable base for the same period, such as payrolls of 
classes of employees covered by the severance pay plan, total pay- 
rolls of all employees, direct labor, etc. The rate so determined 
should be applied to the corresponding element included in the 
settlement. Such rate of allocation may be determined on the 
basis of the operations of individual plants or other units of the 
contractor’s organization where such separate computations result 
in a more accurate allocation than that determined for the con- 
tractor’s entire organization. 


. The period used in the determination of the rate will necessarily 


vary with different contractors, but it should cover the approxi- 
mate average period of employment of those classes of employees 
covered by the severance pay plan, up to and including the date 
of substantial completion of mass layoffs resulting from cessation 
of war production. When mass layoffs have not taken place be- 
fore the date of submission of a termination claim, because of 
continuing war production, the rate used will be based on a com- 
putation including suitable estimates of the factors described in 
paragraph 3d and in this paragraph. Consideration should be given 
to the fact that employees may not be entitled to severance pay 
because of such factors as resignation, separation for cause, and 
the effect of a qualification period. 


O.C.S. Rules on Wage Payments for VJ Day Holiday—Regulation 
20 of the Office of Contract Settlement contains the rules governing the 
allowability of wage payments for August 15 and 16 as costs in Termina- 
tion. With reference to payments for work done, the required premium pay- 
ments are allowable costs. With reference to payments for time off, the rules 
are as follows: 


a. Such payments shall not exceed pay for a normal shift at straight- 


b. 


time rates. 

Such payments shall be included in the appropriate overhead ac- 
counts of the contractor and allocated between the terminated 
work and other work of the contractors in accordance with ac- 
cepted commercial accounting practice. For the purpose of bring- 
ing about a reasonable allocation of such payments the accounting 
period customarily used by the contractor for the distribution of 
overhead may be shortened, but ordinarily not to a period less 
than one month. 


O.C.S. Regulation No. 16 Amended—Regulation No. 16 of the Office 
of Contract Settlement, pertaining to limited company-wide settlement termi- 
nation claims, has been amended as of September 6, 1945. Paragraph 8 of ‘the 
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regulation, dealing with allocability of subcontracts has been amended to 

include the following sentence: 
Further, where the amount of the claim of the assigned contractor 
does not exceed $25,000, the above-mentioned statement of allocability 
from the war contractor in the next higher tier need not be required 
if: (1) the notice of termination or other evidence satisfactory to 
the designated agency establishes that the terminated subcontract is 
a war contract, and (2) the assigned contractor agrees to satisfactory 
procedures, whether by test check or otherwise, designed to eliminate 
from the total of its subcontract termination claims against the Gov- 
ernment with respect to which the above-mentioned statement of 
allocability is not obtained, amounts not allocable to the terminated 
or modified portions of war contracts in a higher tier. 


The foregoing addition to the regulation was promulgated after the issuance 
of the latest revision of the Joint Termination Regulation. 


Data on Terminations—The following facts concerning the magnitude 
of the termination problem have recently been released by the Director of 
the Office of War Mobilization and Reconversion. 

On the night that Japan surrendered the Army and Navy together sent 
out over 49,000 telegrams cancelling some $24,000,000,000 of contracts. These 
did not include the cancellations of the Reconstruction Finance Corporation, 
the National Housing Agency, or the Maritime Commission. 

At present the face value of contracts awaiting settlement aggregate 
$40,000,000.000 of which about three-fourths represents fixed-price contracts 
and the balance cost-plus-a-fixed-fee-contracts. 


Retention of Termination Inventories—The recent revision of JTR 
which was announced in the September 15 Bulletin contains a significant 
change relating to the retention of inventory by contractors whose claims 
exceed $10,000. 

To encourage a contractor to retain inventory for his own peacetime use, 
the minimum price requirement has been abolished as of September 1, 1945. 
The previous regulation required that he pay “the best price obtainable,” 
but not less than 75 per cent of cost. The minimum percentage limitation is 
now voided provided that the material is not to be sold in its present form 


at a profit. 
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CHAPTER MEETINGS 








Chapter Date 
Meeting Place 


Akron 16 
Portage Hotel 


Alban 16 
DeWitt Clinton Hotel 


Atlanta 16 
Atlanta Athletic Club 


Atlanta 30 
Atlanta Athletic Club 


Baltimore 16 
Emerson Hotel 


Binghamton 11 
Arlington Hotel 


Birmingham 16 
Thomas Jefferson Hotel 


Boston 17 
Hotel Vendome 


Bridgeport 18 
Stratfield Hotel 


17 


Brooklyn 
Central Branch, 
Y. M.C. A. 


Buffalo 25 
Church of the Covenent 


Calumet 16 
Hotel Gary 

Cedar Rapids 17 
Roosevelt Hotel 

Chattanooga 18 
Hotel Patten 


October, 1945 


Subject and Speaker 


Variable Budgets and Break-Even Points to 
Postwar Plannin 
Fred V. Gardner, Gardner Associates. 


Control of Maintenance Costs : : 
George E. Meyers, Manager, Special Service 
Dept., Ernst & Ernst. 


Control of Costs by Public Officials. 
Honorable Ellis Arnall, Governor of State of 
Georgia. 
Industrial Engineering and Its Relations to Costs 
Ray B. "g lagle, Management Engineering 
Consultant and Manager of Factory Ac- 
counting, Bell Aircraft Corporation of 
Georgia. 
Use of Cost Accounting in Postwar Pricing 
Harry E. Howell, Assistant Director for 
Pricing, Purchases Div., A. S. F. Head- 
quarters. 
Profit Control 
F. L. Sweetser, Partner, Stevenson, Jordan 
& Harrison, Inc. 


What Operating Management Needs from Ac- 
countants 
Thomas Chalmers, Operating Vice President, 
Tennessee Coal, Iron & Railroad Co. 


A Study of Wage Incentives 
George E. Meyers, Manager, Special Service 
Dept., Ernst & Ernst. 
Effective Cost Control or Catastrophe 
P. L. Proctor, Vice President and Treasurer, 
Titeflex, Inc. 
Price Formulas for Civilian Products Under 
OPA Regulations 
Kenneth Spang, Economist, Office of Price 
Administration. 
Key Developments in Employee Benefit Plan- 
ning i 
Gustave Simons, Attorney, New York. 
Cost Accounting and Business Survival 
. McAnly, Partner, Ernst & Ernst. 
C ost Reduction Through Research 
Leonard W. Stiegel, Auditor, Deere & Co. 
Industrial Felations and Labor Costs 
Glenn W. Rankin, Richmond Hosiery Mills. 


127 





N. A.C. A. Bulletin 


October 1, 1945 





Chapter Date 
Meeting Place 


Chicago 
Furniture Club of 
America 
Cincinnati 
Gibson Hotel 


Cleveland 
Carter Hotel 


Columbus 
Hotel Ft. Hayes 


Cuba 24 
Habana Yacht Club 
Dallas 19 

Melrose Hotel 


Da 16 
Van Cleve Hotel 


Decatur 18 
Leland Hotel, 
Springfield 


Denver 16 
Cosmopolitan Hotel 


Des Moines 18 
Youngers Tea 
Room 


Detroit 18 
Detroit-Leland Hotel 


Erie 15 
Moose Club 
18 


Evansville 
McCurdy Hotel 


Fort Wayne 16 
Chamber of Commerce 


Grand Rapids 16 
The Rowe Hotel 


Greenwich 16 
Hugo’s Picadilly 

Restaurant, 
Stamford 


Subject and Speaker 
Operating Reports for Effective Cost Control 
Robert Cooper, Controller, Signode Steel 
Strapping Co. 
Accounting Reports for Executives 
W. S. Deemi Scovell, Wellington & Co. 
The Public Interest in Cost Accounting 
Thomas H. Sanders, Professor of Account- 
ing, Graduate School of Business Admin- 
istration, Harvard University. 
Standard Cost and Variable Budget in The 
Reconversion Period 
B. M. Sayre, Benedict M. Sayre & Co. 
Problems of the Sales Department 
Dr. Diego Malet, Matanzas Cordage Co. 
Internal Control in Industrial Organizations 
Wh Swayze, Manager, Arthur Young & 


Accounting Reports for Management Use 
C. M. Leds, Assistant Treasurer, Curtiss 
Wright Corp. 
Profit Volume Relationship as Exemplified by 
Marginal Income 
S. A. P Executive Vice President, The 
Trundle ineering Co. 
Statistics as Aid and Guide in Office Manage- 
ment and Cost Accounting 
Paul Remington and George E. Hawkins, The 
—— States Telephone & Telegraph 


The Bretton Woods Plan 
John deJong, Vice President, Iowa Des 
Moines National Bank & Trust Co. 


Business 


Current Problems in Financin. 
ice President, 


Milton J. Drake, Assistant 
The Betron Bank. 


Internal Control 
Joseph Pelej, Price, Waterhouse & Co. 
hanging the Accounting Methods of an Es- 
tablished Concern 
N. L. Townsend, — President in charge of 
Finance, Servel, Inc. 
Postwar Prices and Prosperity 
C. A. Phillips, Dean, College of Commerce, 
State University of Iowa. 


Accounting R. 's for Executives 
— N. PeClear, Scovell, Wellington & 


Current Prospects in Price Control 
Paul M. Green, "Depa Administrator for 
Accounting, of Price Administra- 
tion. 
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Chapter Date 
Meeting Place 


Hagerstown 18 
Hotel Alexander 


Hampton Roads 19 
Albany Restaurant, 
Norfolk 


Harrisburg 


Hartford 16 
Farmington Country 
Club 


Houston 17 
Y.M. CA. 


Indianapolis 
Lincoln Hotel 


Jackson 
Heidelberg Hotel 


Jamestown 
Hotel Jamestown 


Kansas City 
Lancaster 


Hotel Weimer, 
Lebanon 


Lehigh Valley 
Los eles 16 
Scale Restaurant 
30 


Louisville 
Brown Hotel 


Maine (State of) 19 
Penobscot Valley 
Country Club, 


r 


Subject and Speaker 


Physical Verification of Work-in-Process In- 


ventories 
William R. Walton, Wooden & Benson. 


Ones. Forum: Distribution of Transportation 
osts 
Chairman: W. J. Taylor, Comptroller, Vir- 
ginia Smelting Co. 
Federal Taxes 
Alger B. Chapman. 
Current Status of Contract Termination 
Allen Maddren, Research Institute of Amer- 
ica, Inc. 
The Accountant's Vital Role in Management 
William W. Finlay, Executive Vice Presi- 
dent and General ‘Manager, The Guiberson 
Corp. 
Recent guy in Personnel Administra- 
tion for Office Employees 
Howard M. Dirks, Director of Industrial 
Relations, The Perfect Circle Co. 
Machine Accounting 
Eugene eee, Controller, Sam Shain- 
berg Dry Goods Co. 
Cost Accounting Does Aid Ma 
D. F. oe Controller, 
Screw & Mfg. Co. 
Financial Analysis of New Retail Ventures 
S. O. Olson, Comptroller, Commonwealth 
Aircraft, Inc. 
Industrial Accounting—Nucleus of Postwar 
Plannin: 
V. LL. Eliott, Controller, The Atlantic Re- 
fining Co. 
Inventory Control 
Edward J. Gessner, Controller, Marine Di- 
vision, Sperry Gyroscope Co, 
CT eats Manager, Do 
ru erminations er, 
las Aircraft Co., Inc. ins 
wee Auditing—Its Purpose and Applica- 


a’ ‘ Kent, General Auditor, Standard Oil 
Co. of California. 


The Soe Plan for Accounting Office Per- 
sonne i 
H. F. Willkie, Vice President, Joseph E. Sea- 
gram & Sons Co. , 
C. aoe a oo ceaegte Sse and Development Costs 


iscal Officer, Professor of 
usetts Institute of 


ement 
e National 


» a 
Technology. 
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Chapter Date 
Meeting Place 
Memphis 17 
Hotel Gayoso 


Milwaukee 15 
Milwaukee Athletic 
Club 


ee 
Occidental Hotel 


Nashville 9 
Andrew Jackson Hotel 


Newark 25 
Hote! Robert Treat 


New Hampshire 16 
Ca ter Hotel, 
anchester 


New Haven 
Graduates Club 


New Orleans 
Jung Hotel 


New York 22 
Hotel New Yorker 


Peoria 17 
Jefferson Hotel 


Philadelphia . &B 
Kugler’s Chestnut 
t. Restaurant 
ittsburgh 17 
Fort Pitt Hotel 


Reading 19 
Wyomissing Club 


Richmond 18 
John Marshall Hotel 


Subject and Speaker 


Streamlining Office Procedure 
Herbert schenider, Ed. Schuster & Co. 


Cost Accounting and Business Survival 
H. T. McAnly, Partner, Ernst & Ernst. 


Hardship Case Under the B eww Control Act 
Neil A. Moore, Sealed Power Corp. 


Standards for Operating Control 
a Hertzler, Industrial Engineer, Nash- 
e. 


From Cost-Plus to Price-Minus 
William Blackie, Vice President, Caterpillar 
Tractor Co. 
Inventory Pricing and Control 
Clarence B. Nickerson, Associate Professor 
of Accounting, Graduate School of Busi- 
ness Administration, Harvard University. 
Budgets and Forecasts 
Jesse G. Kline, Chief Cost Accountant, At- 
lantic Refining Co. 
Experiences in War Contract Cost Accou 
Walter Rowe, Comptroller, Delta Shi 
ing Co. 
Peacetime Problems of the Financial Executive 
Edwin F. Chinl Vice President, R. H. 
Macy & Co. 
Profit Volume Relationship as Exemplified by 
rr. ~ Income 
S. Peck, Executive Vice President, The 
Trundle Engineering Co. ’ 
Accom? Gre Problems bese Price Control 
Administrator for 
pve we Oiies of of Price Administration. 
The Public Interest in Cost Accounting 
Thomas H. Sanders, Professor of Account- 
ing, Graduate School of Business Admin- 
istration, Harvard University. 


Production Control 
C. J. Peters, Iron Fireman Mie. Co. 


The Role of the Industrial Accountant m In- 


dustry 
Frederick J. Blackall, Jr. President and 
Treasurer, Taft Pierce Manuf acturing Co. 
Installation of a Standard Cost System 
Stanley Z. Bronner, Chief Works Account- 
ant, Bridgeport Brass Co. 
The Development of Standards and Their Use 
W. F. Bennett, Ernst & Ernst. 
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Chapter Date 
Meeting Place 


Rochester 17 
Seneca Hotel 


Rockford 
Faust Hotel 


Saginaw Valley 
Zehnders’ Hotel 


St. Louis 
Coronado Hotel 


San Francisco 


Scranton 
Hotel Casey 


South Bend 
La Salle Hotel 


Springfield 17 
Hotel Sheraton 


Syracuse 25 
Hotel Syracuse 


Toledo 16 
Secor Hotel 


Tri-Cities 16 
Hotel Fort Armstrong 


Tulsa 17 
Mayo Hotel 


tica 
Hotel Hamilton 


Wabash Valley 9 
Terre Haute House, 
Terre Haute 


Subject and Speaker 


Research and Development Costs as Related to 
Potential Market 
Irving hw Briggs, Management Staff, East- 
man K odak Co. 


ar gs | Profit Sharin 
J. A. Roeder, Joslyn "{tig. & Supply Co. 


Pregrapiine Forecasting 

William Doerfner, General Manager, 

Saginaw Steering Gear Div., General Mo- 
tors Corp. 


Break-Even Points—Their Importance wn Costs 
and Postwar Management 
Fred V. Gardner, Gardner Associates. 


Public Warehouse Accounting and Inventory 
Loans 
Roy L. Grey, Comptroller, Lawrence Ware- 
house Co, 


Advanced Techniques in Budget Preparation 
T. R. Elsman, Assistant Controller, Monroe 
Calculating, Machine Co., Inc. 


The Role of the Cost Accountant in Price De- 
termination 
Harold B. Eversole, Professor of Account- 
ing, University of Iowa. 


A Case Study “t he ae Methods 
Francis L. Assistant Treasurer, 
Wallace hoes ee 


Practical Aspects of Market Analysis as a 
Basis for Cost Calculations 
F. Beeman Todd, New York. 


Internal Auditing 
L. V. Messersmith, Partner, Messersmith & 
Gilbert. 


Profit, Volume Relationship as Exemplified by 
Marginal Income 
S. A. Peck, Executive Vice President, The 
Trundle Engineering Co. 
Information Please 
M. Hargrove, Dean, Tulsa University. 
(Assisted by panel of four.) 


Application of Bank Costs to Depositers' Ac- 
P. Ringler, Assistant Treasurer, 
Chemical Bank & Trust Co. 


Trucking Company Operations on a Nation- 
ide Scale 

Charles R. Israel, 

flower Transit Co. 
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Chapter Date 
Meeting Place Subject and Speaker 
Washington 17. Cost Accounting and Its Relation to Foreign 
The 2400 Hotel ior ae ehabilitation 
G. E. Lukas, Chief Accountant, United Na- 
tions Relief & Rehabilitation Administra- 
tion. 
Wichita 16 Petroleum Production amc | 
Broadview Hotel J. T. Koelling, Bonicamp & Koelling. 
Williamsport 8 Cost Control for a Small Company 
Lycoming Hotel Harry D. Anderson, Resident Manager, 
Scovell, Wellington & Co. 
Worcester 18 Inventory Valuation Methods 
Sheraton Hotel George A. Wilson, Patterson, Teele & Dennis. 
York 17 Prices and Accounting 


Yorktowne Hotel 


Youngstown 


Tippecanoe Country ‘Club 


Harry E. Howell, Assistant Director for 
Pricing, Purchases Div., A. S. F. Head- 
quarters. 

The Public Interest in Cost Accounting 

T. H. Sanders, Professor of Accounting, 
Graduate School of Business Administra- 
tion, Harvard University. 
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